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Rating is a mark given by a rating agency to 
the debt of a banking company according to 
its capability to honor on due term the 
financial obligations resulting from this debt. 
The use of ratings is encouraged by the new 
banking prudential regulations issued on 
international market (Basel II Agreement) and 
introduced also in Romania by National Bank; 
these regulations define the methods to 
determine bank solvency calculation based 
on ratings held by banks’ customers. 
In 2009 the European Parliament approved a 
new regulation for the financial rating 
agencies and it comes into force in all the 
countries which are members of the 
European Union (EU). According to the new 
regulation, the rating agencies will have to 
meet the strict integrity, quality and 
transparency standards and they will be 
constantly supervised by public authorities. 
Rating agencies provide independent opinions 
w i t h  r e g a r d  t o  t h e  s o l v e n c y  o f  a  c o m p a n y ,  
govern or of different financial instruments 
which are used by investors, creditors, issuers and governs playing 
an important role on the financial market. The current financial crisis 
proved that there were some major weaknesses in terms of methods 
and models used by rating agencies.  
It seems that rating became a necessity in the current financial world 
and also Romania should be in line with this trend. 
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1. Conceptual background 
The word “rating” is of Anglo-Saxon origin and its literal 
translation is “evaluation”, at the same time designating a 
process (risk  analysis), as well as its final result (the 
mark). A definition commonly encountered among the 
professionals is the following: “rating is the process of risk 
evaluation attached to a debenture, synthesized in a 
mark, allowing a ranking according to the particular 
features of the debenture and of the issuer’s 
guarantees”. (Sorin Lazarescu, 2003) The American 
financial crisis of 1837 is at the origin of the development 
of financial data “selling” companies. This crisis 
represented the test of the existence of considerable 
shortcomings in the financial system as a whole and 
made necessary the emergence of a new profession 
aiming at better protecting investors.  
The functions characterizing financial rating are the 
following: supervising external financial interests of 
national companies and states, making pertinent 
information available, having the value of an international 
understanding and, at the same time, represent an 
alternative to the classical services of financial evaluation 
and analysis provided by commercial banks and 
specialized financial institutions. 
Rating agencies are organized as “companies providing high 
added value financial services”. (Sorin Lazarescu, 2002) 
Their organizational structure is flexible and involves a 
limited number of collaborators, distributed everywhere in 
the world. Moody”s has 1700 employees, of which 800 
analysts, in 17 countries. Its coverage is and there are 
evaluated sovereign receivables of approximately 100 
countries. Standard and Poor”s has worldwide over 5000 
collaborators, of which 1200 are analysts, spread in 40 
countries. Fitch IBCA marks sovereign and sub-sovereign 
entities of 75 states and uses the services of 1100 
employees. 
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2. Financial rating under the conditions  
of the economic crisis 
By its nature, the financial rating has a prospective 
information vocation, as it measures not just risk, but also 
the degree of recovering receivables. The investors who use 
the rating anticipate rather well the evolution in time  of 
securities from the point of view of return, but also of the 
economic loss. The data provided by the financial markets 
are aggregated by the rating agencies in order to make 
short-term and long-term predictions.  
Using ratings for investors involves at least three aspects. 
The first would consist of the fact that rating offers a wide 
investment horizon. Even investors who have sophisticated 
analysis tools do not have on every occasion the resources 
and the time to analyze the wide range of opportunities of-
fered by sectors, countries or credit instruments. Allowing 
comparisons by homogeneous criteria, the marks widen the 
investment horizon. The second aspect refers to introducing 
risk thresholds. For most of financial products buyers, ra-
tings are used as a criterion for purchase. For example, an 
investment fund can set a minimum investment threshold 
for bonds, according to the type of the managed fund and 
the established performance objectives. The third aspect in 
favor of using ratings is that rating helps determining the 
size of risk premiums. On financial markets, rating is a key 
element in determining risk premiums. Marks help deter-
mine the size of the remuneration surplus aimed at inves-
tors in speculative securities in order to compensate for the 
potential incurred loss. 
By the marks given, large agencies aim at achieving two 
major objectives: make a clear-cut distinction between low 
risk securities and speculative ones, and mark a corres-
pondence between the short term scales and the long term 
ones. The marks given by rating agencies can be grouped 
into three categories: reference mark, issuing mark and 
bank credits mark. The reference mark informs investors 
about the inherent capacity of a company of complying on 
time with all its financial obligations. The issuing mark is 
aimed at short-term and long-term loans and refers to the 
first rank and subordinate debt. This mark takes into ac-
count the capacity of paying the principal and related in-
terests on time. The bank credits mark takes into account 
the features of the marked loan, that is guarantees and 
mortgages. Unlike the reference mark, the bank credits 
mark also measures the loss probability of the investor, be-
side the risk of non-payment in due time. The Table 1 illus-
trates the marks used by the three rating agencies 
mentioned above. 
   Table  1 
Marks Used by Moody’s, S&P’s, Fitch Rating Agencies 
 
Moody’s  S&P’s  Fitch  Characteristics of the rating
Investment degree- the highest credibility 
Aaa  AAA  AAA  Maximum safety, the highest quality
Aa1  AA+  AA+  Very high investment degree, very good quality 
Aa2  AA  AA  Very high investment degree, good quality 
Aa3  AA-  AA-  High investment degree, good quality
A1  A+  A+  Average degree
A2  A  A  Average degree
A3  A-  A-  Average degree
Baa1  BBB+  BBB+  Low degree
Baa2  BBB  BBB  Low degree
Baa3  BBB-  BBB-  Low degree
Speculative- low credibility 
Ba1  BB+  BB+  Low speculative degree
Ba2  BB  BB  Low speculative degree
  BB-  BB-  Low speculative degree
  B+  B+  Low speculative degree
  B  B  Low speculative degree
  B-  B-  Low speculative degree
Predominantly speculative- substantial risk 
  CCC+  CCC  Substantial risk 
  CCC   
  CCC-   
  CC  CC  High speculative degree risk 
  C  C  Much higher risk than previous ones
    DDD  Losses 
    DD 
  D  D 
Source : P. Bran, I. Costica (2003) Economica activitatii financiare si monetare internationale, Economica Publishing House, pag. 407 
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The global economic crisis began approximately in 
February 2007, when it seemed more like an American 
financial problem. The reason is that in the USA, an 
increasing number of customers did not pay their high risk 
mortgage credits, which led to the first bankruptcies of 
specialized banking  institutions. In August the same year, 
American stock exchanges started to decline and central 
banks intervened on liquidities markets. America’s 
financial problems persisted in 2008, when the effects of 
the financial crisis were also felt in Europe, as well as in 
Romania. During this period a high number of 
nationalizations were undertaken, such as the British 
bank Northern Rock, nationalized in February 2008 in 
order not to go bankrupt. Likewise, in September 2009 
the American treasury decided the nationalization of the 
Fannie Mae and Freddie Mac banks, after they 
experienced considerable financial losses and in 
September 2009 the Lehman Brothers investment bank 
submitted its balance, while Bank of America announced 
the purchase of Merrill Lynch. Meanwhile, the euro 
reached the lowest level compared to the dollar and more 
and more states sought the assistance of the 
International Monetary Fund. 
Moody’s rating agency carried out a financial evaluation 
analysis of the banking systems of Central and Eastern 
Europe. This indicates a deep and long-lasting recession 
in the developing countries of these regions, which 
endangers the Western European banks, by exposing 
them on emerging markets. Modern banking systems 
which were created in Eastern Europe in the last 20 years 
have not yet reached the maturity level of the Western 
European ones. Rating agencies found that the worsening 
of financial situations of Eastern subsidiaries has a 
negative impact on the Western European financial 
groups and also puts pressure on the ratings of these 
institutions. 
Romania got caught in the global economic crisis when it 
was in a precarious financial situation. The crisis which 
began on Wall Street and which affects the stock 
exchanges of all continents, did not spare the Romanian 
banking system either. For instance, BRD, the second 
Romanian bank according to the size, owned by the 
French Group Societe Generale, obtained in 2009 a net 
profit of 792 million lei, 30% lower than the previous year, 
a result which is considered to be satisfactory by the 
management of the bank. The estimated profit was of 896 
million lei and the drop in the bank’s profit was caused by 
the economic crisis which affected the customers’ ability 
to reimburse their credits and considerably reduced the 
demand for new loans. Thus, at BRD the increase in the 
risk’s cost was lower than the average of the Romanian 
banking system. The rate of the credit risk (the percentage 
of non-performing credits in the total of loans) at BRD 
reached 10%, compared to 15%, the average in the 
Romanian banking system of November 2009. The 
amount of provisions corresponding to non-performing 
credits increased last year with 128%, from 484 million lei 
t o  1 , 1  b i l l i o n  l e i ,  B R D  h a v i n g  t h u s  t o   “ p u t  a s i d e ”  6 2 0  
million lei to cover the potential losses of the credits which 
might not be reimbursed, as shown in the bank’s activity 
report. Although 2009 was a year of deep crisis, BRD 
managed to earn almost 200 million euro from the 
following sources: first of all from the interest margin, 
which is the difference of interests levied for the granted 
credits and the ones paid for deposits. The income from 
provisions also increased, even if the number of 
customers remained the same. Moreover, the bank 
increased its income from currency exchange operations, 
which led, as a whole, to obtaining the profit announced 
by the management of the bank. This year BRD will 
continue to carefully control risks, but this will not prevent 
it from carrying out its crediting activity, from the 
perspective of the relaxation of Romanian National Bank’s 
monetary policy. For the bank, this year will continue to be 
a year of expectancies and consolidation, with no major 
investments in development or in increasing the number 
of units. BRD is to implement an internal customer rating 
system, based on which it will determine its capital 
requirements according to the credit risk, instead of the 
standard approach endorsed by the BNR which is 
currently applied. Moving to its own rating system is 
stipulated in a calendar valid for all Societe Generale 
subsidiaries, according to the bank’s activity report. 
3. European regulations and the Romanian  
banking system 
In 2009, the European Union’s Council of Ministers 
adopted a series of regulations regarding rating agencies, 
which aim at the high quality of ratings provided in the 
European Union and the strictest requirements for the 
agents who issue them. The new measures ensure that 
rating agencies avoid conflicts of interest in the process of 
granting ratings or that they adequately manage them and 
that they give grades in a transparent manner. Thus, the 
European Parliament adopted a new regulation which 
requires all financial evaluation agencies that want the 
ratings they grant to be used in the European Union, to be 
registered with the Committee of European Securities 
Regulators. Rating agencies cannot provide consultancy 
services and do not have the right to evaluate financial 
instruments anymore unless they have sufficient quality 
information on which the ratings are based. On the other 
hand, the Capital Requirement Directive represents a 
reaction to the weaknesses identified following the 
financial crisis, the reports on these requirements having 
to be harmonized at European level until 2012. The use of 
ratings is also favored by the new prudential banking 
regulations issued internationally by the Basel II 
Agreement and also introduced in Romania by the 
Romanian National Bank, which set the calculation of 
banking solvability (own capitals that the bank has to have 
for each credit granted to a customer) according to the 
ratings owned by the bank’s customers. Moreover, the 
Basel II Agreement could not be implemented if the 
methodologies which are developing do not contain the 
designing of databases with the possibility of historical 
tracking, statistic models, risk typologies and categories 
rigorously defined. The effort related to these activities, 
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their strong impact on existing IT systems should not be 
neglected and involves a corresponding organization 
capacity. The executives of the banks that follow Basel II 
Agreement undertake multiple responsibilities in the 
process of preparing and implementing the provisions of 
the Agreement, from the deciding sponsors of the 
allocated budget, from facilitators and promoters of 
change, organizers and decision-makers on the way that 
necessary resources are allocated, to choosing the 
strategic partners for consultancy and subsequently for 
supporting with the systemic IT infrastructure. The 
responsibilities that derive of formulating and following 
the three Pillars of the Basel II Agreement are also of 
major importance. Here are some of them, structured as 
follows: strategic concerns and responsibilities related to 
credit risk management, operational risk management 
and monitoring market risk. From the methodology of 
granting credit rating to the management of operational 
risks and of all impact correlations, the whole process will 
have to be carefully analyzed, diagnosed, designed, 
constructed, implemented, tested and, first and foremost, 
planned. The major impact areas of the Basel II 
Agreement are recalculating capital reserves, which can 
lead to re-launching the capital for the banks that adopt 
sophisticated techniques, then the regulatory setting 
becomes more coercive and more complex and the 
validation processes take more time and resources, which 
poses a real challenge. Thus, a barrier is created for the 
newcomers on financial markets because of greater 
investments requirements, complex and expensive 
processes and systems and the specialization of the staff 
managing them, which many financial institutions cannot 
afford. Moreover, the distance between financial leaders 
present on the market will increase, deepening the 
competition and the gap between big banks, with 
sophisticated portfolios and small banks on the market. 
Implementing the provisions of Basel II Agreement at the 
level of the Romanian banking system imposes the 
development of means for achieving the supervision of 
the banking sector by transposing the directives into the 
Romanian legislation and adapting the system of 
prudential reporting, drafting guidelines for validating the 
internal models and their validation. Moreover, banks will 
have to use other products to minimize the credit risk. 
4. Steps towards a rating agency in Romania 
Lately there have been more and more discussions about 
the need to set up a rating agency in Romania. The 
Bucharest stock market established relationships with the 
Japanese rating agency Japan Credit Rating Agency and 
the representatives of this agency visited Romania, as 
informs the local mass-media. Another step in this 
direction was taken by the National Securities Committee, 
the regulating body of the capital market, which, following 
a meeting with the representatives of Moody’s Investors 
financial evaluation agency, discussed about the 
possibility of setting up a rating agency in Romania. The 
reason is filling the gap on the financial market and 
creating a local rating agency which would facilitate, at 
lower costs, the access of local large and medium-sized 
companies in order to obtain these ratings. Currently, only 
very large companies, such as those in the banking sector, 
afford to have such ratings granted by international 
agencies.  
Creating an instrument for evaluating credit institutions 
c a n  p r o v e  t o  b e  v e r y  u s e f u l  i f  w e  h a v e  i n  v i e w  t h e  
phenomenon of indirect contamination. This refers to the 
fact that market operators can expect to notice the effects 
of direct contagion, even if it is not the case. This is why 
surveillance systems are rather oriented towards avoiding 
banking bankruptcy at individual level than of the banking 
system as a whole. The major role of the surveillance 
authority is to prevent systemic risk by promoting an 
efficient banking supervision that ensures the stability and 
the viability of the entire banking system. In this respect it 
has become necessary to implement the CAAMPL Uniform 
System of Bank Rating. This is an efficient working system 
to evaluate banking institutions in order to identify, at a 
preliminary stage, the banks that are inefficient at 
financial and operational level or show adverse trends, 
requiring an increased attention from the part of the 
surveillance authority. The use of this system aims at 
identifying, at a preliminary stage, the banks that 
experience shortcomings at financial and operational level 
or that show adverse trends. 
5. The CAAMPL rating system 
The CAAMPL system is based on the evaluation of 6 
components which uniformly and thoroughly reflect the 
performance of a bank, according to the banking 
legislation and regulations in force. 
The specific analysis components are the following: 
adequacy of the capital (C), quality of shareholding (A), 
quality of assets (A), management (M), profitability (P) and 
liquidity (L). Each of the six components are evaluated on 
a value scale from 1 to 5, 1 being the best performance 
level and 5 the lowest. Evaluating the six specific 
performance components represents the essential 
criterion on which the determination of compound rating 
is based. (Al. N. Vlaicu, 2004). Rating systems such as 
ORAP (France), BAKIS (Germany), PATROL (Italy) and RATE 
(Great Britain) have been constructed on similar 
foundations.  
The capital adequacy (C) of a bank is evaluated according 
to the following factors: the level and the quality of the 
capital and the general financial statement of the bank; 
the capacity of the management to cope with the current 
needs of increasing the joint stock; the nature, the trend 
and the volume of assets; their problem and adequate 
forecasting; the balance sheet structure, the market risk, 
concentrating the risk; exposing the risk from off balance 
sheet activities; the quality and consistency of income, the 
soundness of dividends; perspectives and growing plans, 
as well as past experience; access to the capital market 
and to other capital sources. In the periods when the bank 
has low achievements, the capital, acting as a buffer, 
maintains the public’s trust in the banking system, 
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promotes the creation of depositors’ funds and supports 
the reasonable development of the institution.  
The following component, the quality of shareholding (A), 
is an essential component in evaluating, as a whole, the 
soundness of a bank. Establishing the rating for this 
component is based on the analysis and the evaluation of 
financial and managerial factors, according to legal 
provisions, as well as of country risk. The capacity and the 
performances of shareholders are based on the 
appreciation of the following evaluation factors: the level 
and the quality of the support offered by the shareholders 
in the activity of the bank; the availability and the capacity 
of shareholders to cope with risks that may emerge from 
changing the operating conditions of the bank or from 
initiating new activities or new banking products; the level 
of risks that emerged following the involvement of 
shareholding companies in the bank's business; the 
character, the financial capacity and the accountability of 
shareholders; the way the shareholders are affected by 
the dominating influence of other shareholders or of the 
management of the bank; the capacity of shareholders to 
maintain a sufficient liquidity level to cover financial 
obligations in time; the relationships between the bank 
and its shareholders, as well as the effects of these 
relationships on the activity and the financial soundness 
of the bank; carrying out operations under privileged 
conditions for shareholders; the performances and the 
risk profile of the institution. 
The third component, the quality of assets rating (A), 
reflects the potential risk of credits, investments and other 
assets, as well as off balance sheet transactions. The 
evaluation of the quality of assets has to be analyzed 
according to their degree of stocking as well. It is also 
necessary to take into account all the other risks that may 
affect the capitalization of the bank’s assets, including the 
following risks: operating, market, reputation, strategy and 
other risks. The quality of assets is evaluated according to 
the following factors: sound practices of credit 
administration and identifying risks; adequacy of 
provisions and other reserves; the level, the distribution, 
the gravity and the trend of  non-performing assets, both 
for balance sheet and off balance sheet transactions; the 
variety and the quality of credit and investments 
portfolios; the adequacy of internal control and 
managerial IT systems; the capacity of the management to 
adequately administer assets, including identifying and 
correcting problematic assets. 
Management (M), the fourth specific component of the 
CAAMPL performance system, reflects the capacity of the 
managing board and of the management of the bank to 
identify, monitor and control the risks of the activity and, 
thus, to ensure the stability, the safety and the efficiency 
of the institution in accordance with the laws and 
regulations in force. According to the nature and purpose 
of the bank’s activities, the management practices have in 
view the whole range of risks: credit risk, liquidity risk, 
market, operational, transaction, reputation, strategy, 
conformity, legal and other risks. The soundness of 
management practices is demonstrated by the existence 
of a competent staff, an appropriate policy, an own audit 
and internal control programme corresponding to the size 
and complexity of the institution, the skills related to risk 
management, as well as the existence of an efficient 
information system. 
The profitability (P), which represents the quality and the 
quantity of income, is evaluated according to: the capacity 
of ensuring the adequacy of capital by reinvesting the 
profit; the level, the trend and the stability of income; 
sources of income and the level of operating costs; the 
vulnerability of income to the exposure to market risk; the 
adequacy of provisions for credit losses and other 
reserves; the securities transactions; the taxation effects 
on the income, as well as the forecasting processes and 
the management information systems. 
The last component specific to the CAAMPL performance 
system, the liquidity (L), together with administering the 
resources and placements, are evaluated according to: 
the trend and the stability of deposits ; the degree and the 
trend of short-term uses; the volatile sources of funding; 
financing of long-term assets; access to monetary markets 
and other sources of funding; the adequacy of liquidity 
sources and the capacity to cope with liquidity needs; the 
efficiency of liquidity policies and practices; fund 
management strategies; IT administration systems and 
financing plans; the capacity of the management to 
identify, monitor and control liquidity, as well as the level 
of diversifying the sources of financing. In evaluating the 
adequacy of the liquidity position of a financial institution, 
special attention should be paid to the current and future 
level of the liquidity source, compared to the needs for 
funds, as well as to the adaptation of the fund 
administration practices to the size, complexity and the 
risk profile of the institution. In general, the practices of 
constituting funds should confer the certainty that an 
institution can maintain a sufficient liquidity level in order 
to comply in time with its financial obligations and respond 
to legitimate banking needs.  
Each bank receives a rating for each analysis indicator, 
then for each CAAMPL component (regularly updated 
following the inspections at the banks’ premises) and 
finally a compound rating and a final score representing 
the total marks given to the indicators that define the 
CAAMPL elements. In our opinion, the intensification of 
competition and the development of the banking activity 
increases the risk of managerial performance and 
complicates its evaluation process from a qualitative point 
of view. For these reasons, one of the main directions of 
refining the CAAMPL rating system refers to reinforcing the 
marking methodology for the quality of management, 
using the “data envelopment analysis” (DEA) 
methodology. The envisaged objective is refining the 
marking methodology for the quality of management by 
objectively complementing the degree of efficiency of 
organizing the activity. This is represented by the value of 
the economic efficiency calculated by the DEA method 
with scale constant output ratios. DEA is one of the 
modern techniques of measuring the managerial 
performances of homogeneous entities like credit 
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institutions, where the efficiency degree is estimated in 
relation to the economic potential. It Is based on 
estimating the technological boundaries and on 
measuring the distance to them. Currently, management 
evaluation is based on a heuristic approach that uses 
qualitative appreciations on the capacity of the managing 
board and of the management of the bank to identify, 
quantify, monitor and control the risks of the activity and, 
thus, to ensure the stability, the safety and the efficiency 
of the institution, according to the laws and regulations in 
force. Marking is done according to a card score, which, 
however, does not analyze the effectiveness of the 
intermediation activity of the bank (a function that designs 
the fundamental role of credit institutions in the 
economy), that is the capacity of the organization to 
transform deposits and other resources into maximum 
potential values for the  non-governmental credit and 
interbank placements. The purchase of government 
securities and placements at the central bank are 
sanctioned within the proposed model because they 
reflect a behavior prone to obtaining generous profits from 
treasury operations without a corresponding managerial 
contribution. 
6. Present and future for Romania rating 
Moody” rating agency limited the perspective for the 
Romanian banking system to the appreciation “negative”. 
According to the analysts of the agency, local banks 
managed to absorb shocks, despite the very high risk, and 
the money from the International Monetary Fund and the 
European Union, as well as the reforms implemented by 
the Government, ruled out macroeconomic pressures. 
However, rating was low because of the economic 
contraction of last year and because of the rise in 
unemployment. The Moody” analysts showed that the 
national currency continues to be under pressure and 
banking delinquency is on the rise. Moreover, the 
development of the crediting market has slowed down. 
The same rating agency estimates that the profitability of 
Romanian banks will continue to be under pressure, in the 
context where the level of the cost related to credits is 
expected to be high, in a macroeconomic environment 
which is still problematic. The provisions will continue to 
significantly curb the operational profits of Romanian 
banks in 2010 as well, even though several bankers 
consider that the peak regarding the cost of credit risk 
was reached in 2009. The Romanian banking sector has 
been subject to pressure since the middle of 2008, 
because of higher financing costs and increasing 
provisions, in the context of deteriorating economic 
conditions. 
To conclude, it seems that in today’s financial world, rating 
has become a necessity. In this respect, Romania should 
also follow this tendency. 
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